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Abstract

The purpose of this study is to take a closer look at the debate about corporate social
responsibility (CSR) and the emerging importance of such initiatives in the modem business
environment. This study sought to answer the question of whether corporate social responsibility
is an attainable goal or not? In addition, this study sought to determine whether corporate social
responsibility produces tangible benefits for a firm. This study uses examples of businesses
such as Wal-Mart, Shell, McDonalds, and British Petroleum to illustrate how implementations of
CSR initiatives enhance a company's financial and non-financial metrics. The study also
examines reasons why socially responsible companies fail to uphold their standards. This topic is
important because CSR is emerging as a new trend in the way firms do business. Research for
this project consulted books written upon ethics, articles published about this issue, financial
statements of companies who employ social responsibility

programs as we\! as thoughts and

insights from various scholars on the subject. The study determines therefore, that corporate
social responsibility is antithetical to the nature of business and demands significant sacrifices
from a firm's profitability. In addition, CSR is used merely as a PR tool and does not deliver the
results it promises. Therefore, businesses should focus on core operations to minimize the
damage caused to society and maximize shareholder wealth.

Cor

_ An introduction to the debate

"I think many people assume, wrongly, that a company exists simply to make money.
While this is an important result of a company's existence, we have to go deeper and find the
real reasons for our being. As we investigate this, we inevitably come to the conclusion that a
group of people get together and exist as an institution that we call a company so that they are
able to accomplish something collectivelythat they could not accomplish separately - they make
a contribution to society, a phrase which sounds trite but is fundamental" (Dave PackardCofounder of Hewlett Packard Company 1939).
Dave Packard, in this statement presents the basic premise of the idea of Corporate Social
Responsibility, which has become one of the most debated topics in modern business. Corporate
social responsibility or CSR is defined as an obligation, beyond that required by the law and
economics, for a firm to pursue long term goals that are good for society. In other words,
corporate social responsibility is the obligation that businesses have towards the societies in
which they operate. It calls for the identification of various stakeholder groups and the
incorporation of their best interest in the everyday strategic and functional decisions of the
corporation. Proponents of CSR emphasize that stakeholders of a corporation such as
employees, suppliers, creditors and the community have a material interest in a corporation and
make significant contributions to its success. Therefore, corporate governance must consider the
sensitivities of these groups in making strategic decisions. The concept of corporate social
responsibility is strongly pitted against a more conservative idea which preaches that the sole
purpose of a corporation is to maximize wealth for shareholders. Critics of CSR, who are
followers of Milton Friedman's philosophy, believe that a corporation is not an entity that should
be held responsible for upholding the ideals of morality. A corporation is a collection of
individual entities which is formed in order to facilitate economic efficiency and generate wealth.
Individual people can be charged with having moral responsibilities. Since a corporation is not
an individual, no such expectation should be created. In addition, arguments against CSR say
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that it is merely a PR tool and that companies that bear the torch of CSR merely create an
illusion that is not true. For instance recent news of British Petroleum, McDonalds, British
American Tobacco and Coca Cola paint a different picture of an otherwise socially responsible
company.
The purpose of this study therefore is to take a closer look at the debate about corporate
social responsibility and the emerging importance of CSR initiatives in the modem business
environment. This study seeks to answer the question of whether corporate social responsibility
is an attainable goal or not? In addition, this study will try to determine whether corporate social
responsibility produces tangible benefits for a firm. To facilitate this process, this study will use
examples of businesses such as Wal-Mart, McDonalds, and British Petroleum to illustrate how
implementations of CSR initiatives enhance a company's financial and non-financial metrics.
This topic is important because CSR is emerging as a new trend in the way firms do business.
Consumers are now more conscious than ever about ethical business practices and encourage
businesses who invest in social programs. Suppliers want to form business partnerships with
firms that they can trust, employees want to work for companies they respect. According to
people who believe in the stakeholder theory of business, a company's responsibility to its
investors is fulfilled only when the needs of other stakeholder groups are met.
Stakeholder Theorv of Business

- A Business

Case for CSR

Edward R. Freeman, an advocate for the interests of stakeholders identifies suppliers,
customers, employees and the local community as indispensable constituents of a corporation's
success. His theory is published in a collection of works named Ethical Theories in Business
edited by Thomas L. Beauchamp. Freeman says that similar to their duty towards stockholders,
managers have a fiduciary responsibility to these other stakeholder groups as well, and must
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incorporate them into a corporation's decision making process. Freeman states that "each of
these stakeholder groups has a right not to be treated as a means to some end, and therefore must
participate in determining the future direction of the firm in which they have a stake." Freeman
says that just as owners have a right to demand certain actions by management, so do other
stakeholders have a right to make claims. His theory describes the contributions of each group
towards a corporation. Employees, for instance, expect security, wages, benefits and meaningful
work for their specialized skill. They are expected to "follow management's instructions most of
the time, to speak favorably about the company, and to be responsible citizens in the local
communities in which the company operates" (Beauchamp, 59). Similarly suppliers are "vital to
the success of the firm, for raw materials will determine the final product's quality and price"
(Beauchamp, 59). Freeman explains that when suppliers are treated as valuable members of the
stakeholder network, rather than simply a source of raw materials, the supplier will respond
when the firm is in need. For example Chrysler traditionally has had close supplier relationships
and, when it faced the brink of disaster, suppliers responded with price cuts, accepting late
payments, financing, etc. In addition to employees and suppliers, customers "provide the
lifeblood of the firm in the form of revenue" (Beauchamp, 59). Freeman argues that "being close
to the customer leads to success with other stakeholders and that a distinguishing characteristic
of some companies that have performed well is their emphasis on the customer" (Beauchamp

60). Lastly, the local community grants the firm the right to build facilities and in turn benefits
from the tax base and economic and social contributions of the firm. In exchange for these
favors, the local community expects the corporation to be a good citizen. The firm "cannot
expose the community to unreasonable hazards in the form of pollution, toxic waste and so on"
(Beauchamp 60). Therefore when a firm violates the rights of the community. it commits a
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crime similar to any citizen. It violates the implicit social contract with the community and
should expect to be ostracized. The stakeholder theory of management asserts that "stakeholder
management is required for managers to successfully meet their fiduciary responsibility to the
stockholders" (Beauchamp 69). An argument frequently cited in support of the stakeholder
theory comes from Immanuel Kant's principle of the respect for persons. This theory, also
known as the categorical imperative, is based on two premises. Firstly, Kant advocates that
people can never be used as a means to get to an end. Secondly, there is the notion that one
should act only on a maxim that can be converted into universal law. Advocates of CSR use
Kant's philosophy to explain that different stakeholder groups playa vital role in a corporation's
success and therefore should not be used as a means to an end. In addition, if corporations
believe that ill-treatment of stakeholder groups should become a universal law, only then is it
morally permissible for them to do so. This principle holds that every person is entitled to be
treated not merely as a means to an end, but as a valuable being in his or her right. Therefore,
each person is entitled to be respected as an end in him or herself. Based on this theory is the
idea of stakeholder management, that corporations may not treat their stakeholders as means to
an end but as valuable inputs into a corporation's business decisions. However, since it is
impossible to consult with all of the firm's stakeholders on every decision, this participation
must be indirect. Therefore, the firm's management has an obligation to "represent the interests
of all stakeholders in the business decision making process" (Beauchamp 70). The doctrine of
corporate social responsibility therefore encompasses the needs of all stakeholder groups and is
being emphasized as a vital element of corporate strategy in a global environment.
The case for CSR is furthered by moral and economic arguments. The moral argument
states that businesses rely on the society within which they operate and could not exist or prosper
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in isolation. They need the infrastructure that society provides. Therefore, CSR is geared
towards building mutually beneficial relationships between corporations and society. If a
business benefits from society's infrastructure, it is morally justifiable to ask the business to give
back to the society's welfare. The economic argument for CSR states that social responsibility
represents a holistic approach to business. Implementation of a CSR strategy represents
differentiation and therefore leads to competitive advantage. An example of this is in the case of
BP Amoco, which implemented a $200 million re-branding campaign and effectively
repositioned itself in the market as the most environmentally sound and socially responsible
company in its industry. Its competitor, Exxon Mobil, faces ongoing scrutiny from consumer
boycotts and activist-led litigation because of its decision to fight the environmental movement
and failure to recognize CSR as an important component of corporate strategy. According to the
2006 Corporate Watch Report, "corporations are increasingly trading not on products or services
but on (intangible assets such as) their reputations, brand value, goodwill and intellectual
capital." An example of a company that utilizes CSR for reputation management is Coca Cola.
According to the 2006 Corporate Watch Report, 96% of the total value of the company is
intangible assets. In addition 53% of the total value of Fortune 500 companies, worth $24.7
trillion, is made up of intangibles. 85% of consumers report that they have a more positive
image if a company employs CSR strategies. Other benefits of CSR are access to capital and
investor relations. According to the 2006 Corporate Watch report, 86% of institutional investors
believe that CSR will have a positive impact on business.
In an increasingly global business environment, companies have to consider how to
position themselves in the global market. According to Niall Fitzgerald and Mandy Cormack of
Harvard University's John F. Kennedy School of government, the most important things a firm
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can do to be seen as socially responsible vary across the globe. According to Appendix B, most
European and Southeast Asian countries place a heavy emphasis on quality products whereas
most ofthe North American continent emphasizes protecting the environment as well as treating
employees fairly as the most important socially responsible measures. South American
countries similar to the Unites States emphasize employee relationships to be the most important
part of social responsibility. Western European countries emphasize protecting the environment,
employee relationships and creating jobs to support the economy. Most Central and European
countries, similar to North America, want quality and healthy products. Southern European
countries such as Italy, Southern Africa and the Far East place a heavy emphasis in donating to
charities and giving back to the community. This diversity and wide acceptance of CSR
initiatives across the globe are changing the ways firms are conducting international business.
This is evident in the case of three companies who have changed their corporate philosophies in
order to make room for corporate social responsibility. This next section examines three
companies: Wal-Mart, BP Amoco and McDonalds, and evaluates their version of corporate
social responsibility.
Case in point: Wal-Mart
A discussion ofCSR is incomplete without a discussion ofWal-Mart, the retail giant of
the world, its battle with being a called a heartless company and its efforts to improve that image
in the marketplace. According to Matt Woolsey of Forbes magazine, "Critics accuse the retail
giant of destroying neighborhoods, exploiting its workers and discriminating against female
employees. But when American consumers were asked to name a U.S. company that was
socially responsible, they named Wal-Mart above all others." So why the sudden change of
opinion?
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A recent story ran in Fortune magazine about the retail giant's newfound purpose of
saving the earth and positioning itself as a more socially responsible citizen. In a speech
broadcast to all ofWal-Mart's facilities last November, Wal-Mart's CEO Lee Scott unveiled his
ambitious plans to turn the company into a more environmentally friendly and thus socially
responsible enterprise. His goals include increasing the efficiency of its vehicle fleet by 25%
over the next three years, with double efficiency in the next ten, eliminating 30% of the energy
used in stores and reducing solid waste from U.S. stores by 25% in three years. Wal-Mart has
also announced plans to invest $500 million in sustainability projects and has quickly
transformed itself into becoming the largest seller of organic milk and the biggest buyer of
organic cotton on the world. In an effort to reduce packaging and energy costs, Wal-Mart now
has two "green" stores.
According to Marc Gunther of Fortune Magazine, Wal-Mart is the largest consumer of
U.S electricity "each of its 2,074 super centers uses an average of 1.5 million kilowatts annually.
enough as a group to power all of Namibia." The magnitude of the change can be estimated by
Wal-Mart's enormous customer and supplier base. According to Gunther, "if each customer
who visited Wal-Mart in a week bought one long-lasting compact fluorescent light bulb, the
company estimates that would reduce electric bills by $3 million, conserve 50 billion tons of
coal, and keep one billion incandescent light bulbs out of landfills over the life of the bulb."
Gunther goes to explain that if Wal-Mart influenced the behavior of a fraction of its 1.8 million
employees or the 176 million customers that shop there every week, the impact would be huge.
This impact can be widened even more by influencing the behavior of its 60,000 suppliers. The
effort to influence supplier behavior is demonstrated by the company's Ethical Standards
program. The program was instituted in 1992 and exists to verify factory compliance with the
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company's standards for suppliers (Code of Conduct). According to the company website,
"Wal-Mart's Ethical Standards program was established and exists to verify factory compliance
with our Standards for Suppliers (code of conduct), to strengthen the implementation of positive
labor and environmental practices in factories, and to bring opportunities for a better life in the
countries where merchandise for sale by Wal-Mart is sourced. We are committed to working
with our suppliers and other stakeholders to accomplish these objectives and to address industry
challenges with sustainable solutions that could be implemented in Wal-Mart's supply chain and
replicated throughout the industry." According to the Ethical Standards Fact Sheet found on the
company's website, during 2006, 16,700 audits were performed in 8,873 factories throughout the
world out of which 26% were unannounced. These audits are conducted by Ethical Standards
auditors and approved third party providers. The company identified eight at-risk groups of
suppliers and factory management in the Middle East, Africa and Europe region and invited
them to meet with members of the Ethical Standards and merchandising teams. By the end of
2006, all eight had shown substantial improvement and six received the company's highest audit
rating.
The company now issues an annual report on ethical sourcing in which it outlines its
activities with regards to maintaining corporate citizenship and responsibility in its worldwide
locations. According to the company's 2006 report, several enhancements were made to the
company's ethical standards program with expanded criteria for compliance and more
unannounced audits of facilities worldwide. Wal-Mart constantly receives negative PR because
of allegations of discrimination and poor treatment of employees and suppliers. But by paying
attention to corporate social responsibility,

the company has slowly begun to revive its image
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earning a nomination rate of28% to North America's Most Popular Corporate Citizens list
compared to 16% for Microsoft, 8% for Target and 7% for McDonalds.
Case in Point: BP Amoco
As Hurricane Katrina ravaged the southern states of the U.S in 2005. BP Amoco dished
out $1 million in aid to the Red Cross and the BP Foundation promised to match employee
contributions on a one-to-one basis.
In 2000 the international oil giant rebranded itself as "BP: Beyond Petroleum." BP
Amoco is the second largest publicly-quoted oil and gas company in the world. It employs
110,000 people and is present in six continents in more than 90 countries. The company's
vibrant green and yellow website demonstrates its commitment to sustainable social
responsibility and boasts of a proud history of such measures. For example in December 2006,
BP launched a new scholarship program in Azerbaijan. The initiative will give Azerbaijani
graduates the opportunity to pursue studies in the UK in a variety of discipline areas including
public administration, banking, finance, accounting and economics. In 2006, BP's total
investment in education was $64 million, compared with $50 million in 2005. From 1982 to
1994, BP contributed $8.4 million to the University of Chicago School Mathematics Project
(UCSMP). According to the company's website, "the project was a 'hands-on approach' to
upgrading the teaching of mathematics in US schools. In 1982, the UCSMP was the largest
university-based mathematics curriculum development project in existence. In 2006,24 years
after its inception, research has shown the impact of UCSMP in providing K-12 curricula and
materials, now used by around 3.5 to 4 million students in all 50 US states'" In addition to its

social initiatives, BP also realizes the importance of saving the environment. According to the
company website, in 2006, BP announced plans to invest $500 million over the next ten years to
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establish a bioscience laboratory researching new fuels for transportation. BP's premium
automotive fuel that improves engine performance and reduces pollution is now available in 15
global markets.
In a scandal earlier this year, BP had asked Congress to increase the amount of its
permitted mercury dumping into Lake Michigan, a main source of drinking water for Chicago
and surrounding areas, in order to expand its Whiting, Indiana refinery. According to Michael
Hawthorne of the Chicago Tribune, "BP (took) out full-page newspaper advertisements and paid
Internet bloggers to defend the permit, says it needs to discharge more pollution as part of a $3.8
billion expansion that will enable the Whiting refinery to process more heavy Canadian crude
oil." Interestingly, the Indiana refinery's permit was renewed in July 2007, to increase mercury
dumping into Lake Michigan for another five years. According to Hawthorne, "The BP refinery
and a power plant in nearby Chesterton, Ind., are the only two industrial polluters that still dump
mercury directly into Lake Michigan. Under standards adopted by the U.S. Environmental
Protection Agency in 1995, BP's annual discharge of the metal should be reduced to 8/1OOthof a
pound." Instead, the government allowed the company to increase mercury discharge justifying
it because it would create 80 new permanent jobs and 2000 construction jobs. According to the
Chicago Tribune, "The permit limits remain at or below federal guidelines. But the 1,584 pounds
of ammonia BP is now allowed to release into Lake Michigan every day is 54 percent more than
its previous limit. The company also will be allowed to dump up to 4,925 pounds of suspended
solids, a 35 percent increase."

Tribune's Michael Hawthorne goes on to mention that "the

company's request to dump more chemicals into the lake ran counter to a provision in the Clean
Water Act that prohibits any downgrade in water quality, even if discharge limits are met." Is
this how an environmentally and socially responsible company behaves?
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Outrage and fierce resentment from environmental activists, politicians and the public
forced the company to back down from the proposed project. In order to win back the affections
of the public "Bob Malone, chairman of BP America, flew to Chicago to deliver the news
personally to Mayor Richard Daley, one of several politicians who said the company's initial
plans were unacceptable to the public" (Chicago Tribune).
Does damage control help a company save face with society? In the case of BP Amoco,
the company is still considered a leader in its industry for being the most socially conscious.
Despite the scandals that overshadow the company's business philosophy, its aforementioned
accomplishments place it on the top tier of socially responsible companies in modem business.
Whether or not this opinion is sustainable however, will be analyzed later in this report.
Case in Point- McDonalds:
McDonalds is the world's largest chain of fast food restaurants and is a pioneer in the fast
food industry. Founded in 1940 by Dick and Mac McDonald in San Bernardino, California, the
company is now found in 120 countries and boasts of$21.6 billion in annual revenues. The
company opened 744 new restaurants in 2006 and now has more than 31,000 locations
worldwide and serves nearly 54 million customers each day. According to the company's
website, McDonald's has been selected for inclusion in the Dow Jones World and Dow Jones
North America Sustainability Indexes for the third year in a row. These indexes recognize
companies that are industry leaders on a broad range of economic, environmental, and social
Issues.
After the detrimental effects of the libel case filed by McDonalds in the early 1990' s, the
company has gone great lengths to improve its public image in the eyes of society. Beginning in
1986, "London Greenpeace" a small environmental group began a campaign against McDonalds
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and began distributing a pamphlet "What's wrong with McDonalds: Everything they don't want
you to know" on the streets of London. The group accused McDonalds of exploiting its
workforce, being cruel to animals, selling unhealthy food, creating pollution with its packaging,
contributing to poverty in the Third World and destroying the Amazon rainforests because of its
demand for cattle.
In response to these allegations, McDonalds filed a lawsuit against five activists of the
environmental group. The case lasted seven years and eventually resulted in a ruling in favor of
the company. However, this litigious approach to the allegations made it seem as if McDonalds
was on trial for its business practices and the whole world was watching.
Even though the plaintiffs lost due to lack of financial resources and legal representation,
they were able to do serious damage to the company's image. Not all of the allegations made
against the company could be disproved. This raised some serious questions about the
company's ethics.
Therefore, in order to be seen as a more socially responsible company, McDonalds has
made significant investments in revamping its menu options which now include healthier food
choices. The company also has gone to significant lengths and provided nutrition information
for its menu selections on its website.

The company is now also considered to bc a responsible

leader in the fast food industry with respect to the beef supply chain. According to the
company's 2006 Worldwide Corporate Responsibility Report, "McDonald's has used several
tactics to implement a variety of responsible policies in its supply chain, including a supplier
Code of Conduct for labor, a Supplier Quality Index to discriminate among suppliers, quality
records and a premium purchasing program for traceable beef." In addition, "currently, with
Conservation International, McDonald's is developing and beginning to implement an

12

environmental scorecard for its direct beef suppliers, the final processors who grind beef into
patties." In 1999, McDonald's began conducting animal welfare audits and, in 2001, it formed an
all-star animal welfare advisory council. Due to these audits, slaughterhouses across the country
are being forced to change their procedures to meet McDonald's standards. These initiatives
have positioned McDonald's

at the forefront of animal husbandry standards.

The company is now also actively contributing to social programs with $60.9 million
invested in children's causes during 2006. One organization that McDonalds actively supports is
the Ronald McDonald House charities (RMHC). According to the company's 2006 Worldwide
Corporate Responsibility Report, "RMHC and its local Chapters also provide support for other
nonprofit organizations that help children. Together, since their inception, they have awarded
more than $440 million in grants and services for a wide range of programs that address
children's needs."
McDonald's philanthropy extends beyond social programs to aiding disaster relief. A
total of $5 million was set aside for Katrina relief efforts and $3.3 million was allocated for
Tsunami relief in Southeast Asia.
On the environmental
restaurants.

front, the company is trying to phase out HIT refrigerators in its

Leadership in the research and development of environmentally

friendly refrigerants

won them the EPA's 2005 Climate Protection Award. In addition McDonalds Canada now uses
reusable packaging for its sandwich containers.
The company also proudly presents its employee satisfaction in its report. Around 44% of
restaurant managers, 15% of top management and 31.5% of mid-management consist of females.
All of these initiatives collectively make McDonalds a leader in the fast food industry with

respect to corporate citizenship.
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Wal-Mart, BP Amoco and McDonalds have all stepped up their game over recent years to be
seen as more benign and human corporations in the eyes of consumers. However, is dishing out
big dollars for social welfare a means to create betterment in society or is it the road to taking
bigger tax deductions on corporate income tax returns? Are there tangible financial reasons that
companies invest in CSR programs?
A Chat with Mr. Gary Bun!e of Huron Consultine Group
In order to supplement my research about the benefits of CSR to a firm, I had the
opportunity to chat with Mr. Gary Burge, CFO of Huron Consulting Group. Huron Consulting
Group is one of the fastest growing consulting companies in the country. It helps clients solve
issues that arise in litigation, disputes, investigations, regulatory compliance, procurement,
financial distress, and other sources of significant conflict or change through integrated strategic,
operational, and organizational change. In addition to being a leader in its industry, the company
also emphasizes its social responsibility initiatives and calls its program "Huron's Helping
Hands." The program allows Huron employees to become involved in civic projects such as the
American Cancer Society, American Red Cross, Children's Memorial Hospital, Boys & Girls
Clubs, Make a Wish Foundation, etc.
Upon my inquiry of the tangible and intangible benefits of socially responsible business
models, Mr. Burge replied that it makes a firm more visible in the community. There is
consistent interface with other professionals that create valuable relationships and gives a
company exposure to new business opportunities. Positive reviews in publications such as the
Chicago Tribune, and Crain's Chicago Business create a positive image which in turn is good for
business. Mr. Burge also said that civic opportunities "allow people in the firm to develop
themselves as good citizens and good people in the community and gain experiences out of their

14

field of work." He projected that CSR will become a necessity for businesses over the next 2030 years due to changing demographics such as the aging population and financial stress in U.S
healthcare. He predicted that society will make more demands on corporate American to come
in and provide relief where the government falls short.
After my conversation with Mr. Burge, I became curious about the relationship between
corporate social responsibility and the financial benefits for a firm that believes in its philosophy.
My curiosity led me to an article published in Business Ethics magazine in February 2005.
CSR and Financial Performance
It is commonly agreed that CSR produces many intangible benefits for a firm. But are
there any tangible financial benefits that go along with a firm's enhanced reputation? In an
article published in Business Ethics magazine in February 2005, the answer is a definitive yes.
A study conducted by Marc Orlitzky of the University of Sydney, Australia and by Frank
Schmidt and Sara Rynes of the University oflowa, analyzed 52 studies over 30 years.
According to Marjorie Kelly, the author of the article, the researchers proved that "a statistically
significant association between corporate social performance and financial performance exists,
which varies from highly positive to modestly positive." The researchers presented theories that
offered explanations for this correlation. One theory is that CSR is an indicator of good
management. Another theory points the other way and says that "financially successful firms
have more resources for social activities." The author goes on to state that CSR "helps
companies develop new competencies because it engages employees organization-wide, calls for
a "forward-thinking managerial style and leaves responsible firms better prepared for external
changes, turbulence and crises." According to Marjorie Kelly, CSR also helps build better
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relationships with bankers and investors and attracts better employees and increases employee
goodwill.
A second study mentioned in the article, was commissioned by the UK Environment
Agency. This "Corporate Environmental Governance" study was conducted by Innovest
Strategic Value Advisors, an international social research firm with over $1 billion in funds it
sub-advises. The conclusion to this study is similar to the first one: Companies with sound
environmental policies are highly likely to see improved financial performance. The researchers
examined 60 research studies over the last six years and determined that 85 percent showed a
positive correlation between environmental management and financial performance. A few
anecdotes offered by the study include the following:

.

The Winslow Green Growth Fund consistently outperformed its peer growth funds with
average annual returns above the benchmark index by 20 percent, 6 percent and II
percent over one, three and five years respectively.

.

Forest and Paper products companies with above average environmental performance had
43 percent better share-price performance over four years than those with below-average
environmental ratings.

.

In the oil and gas industry, the top environmentally rated firms outperformed competitors
in share price by 12 percent over three years. Certainly good news for BP Amoco!

One of the secrets behind financial superiority is the fact that environmentally friendly and
socially responsible companies attract savvy investors. According to Marjorie Kelly, Mcbassi
Co. for example, is an investment firm that is "creating a niche for itself by buying stocks in
companies that invest in human capital. Its portfolio of such firms created in late 2001 has
outperformed

the S&P by nearly 7 points over two years!"
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Therefore is this the "Holy Grail" as Marjorie Kelly puts it, that CSR advocates have
been looking for in order to prove their case? IfCSR is the secret ingredient for a company's
success, then why are there so many skeptics of its magical powers? Why are there still people
out there who refuse to get on board? Are philanthropic contributions intended to be charitable
goodwill or are they merely an apologetic attempt to cover up for a company's ethical
shortcomings? The next part of this report analyzes the arguments against CSR and weighs the
logic and merits of the opposing council.
The Stockholder Theorv

-

The Case ae;ainst CSR

"There is one and only one social responsibility of business - to use its resources and
engage in activities designed to increase its profits so long as it stays within the rules of
the game, which is to say, engages in open and free competition without deception or
fraud" - Milton Friedman.

Milton Friedman is by far one of the most influential scholars who take a stance against
corporate social responsibility. His theory is published alongside Edward Freeman's stakeholder
theory in Thomas L. Beauchamp's collection Ethical Theories in Business. According to
Friedman, "only people can have responsibilities. A corporation is an artificial person and in this
sense may have artificial responsibilities, but "business" as a whole cannot be said to have
responsibilities, even in this vague sense" (Beauchamp, 51). Friedman takes a contractual stance
on the principal-agent relationship and emphasizes that a managers are ultimately obligated to
stockholders that employ them. He rejects the idea of spending money on socially responsible
programs by stating that investing in the welfare of society at the expense of shareholder's
profits is "spending someone else's money for a general social interest'" (Beauchamp,

52).

Friedman encourages people to spend their own money on social programs and not rely on a

corporation to bear the burden of society's woes.

17

To render a corporation responsible for society's welfare hinders economic efficiency.
To illustrate this point he explains the difference between market and political mechanisms.
According to Friedman, "the political principle that underlies the market mechanism is
unanimity" (Beauchamp 55). This means that in a free market no one can force anyone to do
something against will, all cooperation among entities is voluntary, and all parties benefit,
otherwise they wouldn't participate. Friedman states that in a free market, "there are no values,
no "social" responsibilities in any sense other than shared values and responsibilities of
individuals" (Beauchamp 55). In contrast to the market mechanism is the political mechanism
which is supported by the principle of conformity. This is where. Friedman explains. that "the
individual must serve a more general social interest

-

whether that can be determined by a

church or a dictator or a majority. The individual may have a vote and say in what is to be done,
but ifhe is overruled, he must conform" (Beauchamp 55). Therefore, conformity hinders
economic efficiency because individuals may be forced to participate in an activity which they
might not choose to be a part of.
Followers of Milton Friedman advance his arguments further by comparing it to the
stakeholder theory. For example, John Hasnas while critiquing both theories draws a conclusion
that it is immoral "to assert that a manager may violate his or her agreement with the
stockholders whenever this would promote the public interest...is to declare that one's duty to
advance the common good overrides one's duty to honor one's agreements, and that the moral
quality of one's actions must ultimately be judged according to a utilitarian standard"
(Beauchamp, 68). Hasnas goes on to evaluate that all stakeholders such as customers, suppliers,
and employees are fairly compensated by the business for their interest in the corporation.
Customers receive goods necessary for life, suppliers are paid according to contractual
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."...

agreements and employees are compensated through wages and benefit packages. Therefore, the
stockholder theory "does not violate their autonomy or treat them with a lack of the respect they

are due as persons or fail to provide them with benefits in excess of those they freely accept.
However, if managers were to break their agreement with the stockholders to use business
resources only as authorized in order to provide other stakeholders with such benefits, the
managers would be violating the autonomy of the stockholders" (Beauchamp 71). Therefore,
adherents of the stockholder theory who preach Immanuel Kant's theory of respect for persons as
a categorical imperative actually are guilty of violating it because they infringe upon the rights
and respect of stockholders.
Friedman's view of corporate social responsibility is still accepted by many business
professionals in the modem world. An article published in Forbes Magazine in November 2006
challenges the responsibility of CSR. Betsy Atkins, agreeing with Friedman, states that "the
notion that the corporation should apply its assets for social purposes, rather than for the profit of
its owners, the shareholders,

is irresponsible."

She provides an interesting example of how CSR

fails to arouse warm feelings of social welfare in people. According to Atkins, the state of
Massachusetts in 2002, gave taxpayers an option of checking a box on their 1040s to pay a
higher rate, with the extra funds going to social services. Out of the $16 billion that
Massachusetts residents paid that year, only $100 million came from people actually interested in
contributing to social causes. That is less than I% of the market

-

which is an interesting

statistic considering the fact that Massachusetts is a state with a high level of social
consciousness. The conclusion that can be drawn from this case is that individuals like to
contribute on their own and prefer not to be a part of a large pool. They also do not expect the
for-profit corporations that invest in to deploy corporate assets for social causes. Therefore the

19

notion that a corporation should apply its assets for social purposes, rather than the profit of its
owners, is irresponsible.
The argument against CSR continues as scholars like Manuel Velasquez try to prove that
a corporation is a collection of individual entities and people and therefore cannot be said to have
a unified conscience or consciousness. A corporation is a fragmented entity and is incapable of
executing anything on its own. It is represented by individual moral agents who instead of
taking cover behind the corporation's name should individually own up to their actions.
Therefore, a corporation cannot logically have "responsibilities" because it is not a moral agent,
and should not be a shelter for the actions of its managers or owners.
Manuel Velasquez provides an example of how corporate moral culpability actually
prevents the deliverance of justice to those who commit crimes against society. He uses the case
of National Semiconductor, a corporation that designs and manufactures silicon chips that are
used in computers and other electronic devices. On March 61\ 1984, the Department of Defense
charged that between 1978 and 1981, National Semiconductor had sold them 26 million
computer chips that had not been properly tested and falsified records to cover up the fraud.
These potentially defective chips had been placed in airplane guidance systems, nuclear weapons
systems, guided missiles, rocket launchers, and other sensitive military environments. These
chips were installed throughout the world and could no longer be tracked down and replaced.
Officials at National Semiconductor admitted that many important tests were omitted when the
company fell behind its contract deadlines due to worker strikes, technical production problems,
and the resignation of several key managers. Therefore, in order to cover up the fraud, managers
set up teams in the company's production department to falsify documents testifying that all
chips had been tested. The company agreed to pay $1.75 million in penalties for defrauding the
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government but refused to give up names of any individuals who perpetrated the fraud. The
Department of Defense objected to this because it wanted the individuals who carried out the
fraud to be punished and removed from positions of authority to prevent the recurrence of such
an event in the future. However, the company refused to give up individual names and said that
"We will see that our individual people are not harmed. We feel it's a company responsibility,
and a matter of ethics." As a result, no individual was ever held civilly or criminally liable for
the crime and only the "company" was penalized.
There are several problems that arise out of this case. By assuming that the corporation
as a collective entity was responsible for a crime, no individuals were punished, there was no
guarantee that a similar event would not happen in the future, and the innocent unjustly suffered
alongside the guilty. Is the idea of a corporation being a distinct moral agent therefore, morally
permissible?
CSR is also challenged based on its intentions. Critics in the 2006 Corporate Watch
Report point out that companies act hypocritically when they claim credit for positive, or simply
less harmful actions, without taking on any obligation. They only undertake those measures that
are useful to them. The scope of a company's responsibility is therefore self defined and not
socially defined. Therefore, CSR becomes merely a tool for PR.
Critics also point out that companies who bear the torch of CSR in actuality are highly
unethical companies. For example, Shell, one of the architects ofCSR fails to clean up oil spills
in the Niger delta and runs community development programs that are ineffective and actually
divide communities.

British American Tobacco, in addition to exposing their customers to a

hazardous product, fails to protect farmers in Brazil and Kenya from the diseases associated with

the cultivation of tobacco. Coca Cola, whose 96% of assets are intangible, depletes water
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supplies which threaten the lives and livelihoods of communities in India. Alcoa is building an
aluminum smelting plant in Iceland powered by hydroelectric dam which will flood a large part
of Western Europe's pristine wilderness. Toyota, the world's second largest car manufacturer
shows off its environmentally friendly hybrid Prius when on the other hand, its large SUV's are
among the company's biggest sellers and massively outnumber the sale of hybrids. This
illustrates that businesses are still pursuing their self-interest irrespective of society's general
welfare. And who is to blame them? This is inherently the nature of business. In order to appear
less sinister, however, businesses faithfully attach a CSR banner to their corporate logo, in order
to fool consumers into buying into their artificial moral agendas

- agendas

which fall short when

the profitability of a firm is threatened.
Let us revisit our three target companies that bear the torch of CSR but are not safe from
scandals that question the credibility of their good intentions in the public eye.
Wal-Mart: Social Irresponsibility?
A recent ally of the environmental movement, Wal-Mart still has a long way to go before
it can clean up its image in the public eye with respect to fair treatment of employees. According
to Alejandro Reuss of Dollars & Sense Magazine, "Lawsuits filed by current and former WalMart workers in 28 states have accused the company of forcing them to work off the clock for no
pay-robbing

them of wages to which they are entitled by law and by right."

Wal-Mart's 2006 Annual Report reported that the company faced 57 wage and hour
lawsuits. Major lawsuits have been won by plaintiffs and many are working their way through
the legal process in states such as California, Indiana, Minnesota, Oregon, Pennsylvania, and
Washington

22

Of all the grievances against Wal-Mart, perhaps the most notorious is the complaint that
Wal-Mart does not pay its employees enough to maintain a standard of living above the poverty
threshold. According to wakeupwalmart.com, the average two-person family (one parent and
one child) needed $27,948 to meet basic needs in 2005, well above what Wal-Mart reports that
its average full-time associate earns. Wal-Mart claimed that its average associate earned $9.68 an
hour in 2005. That would make the average associate's annual wages $17,114.
The situation doesn't get any better with Wal-Mart's overseas operations. According to
the New York Times, "workers making clothing for Wal-Mart in Shenzhen, China filed a class
action lawsuit against Wal-Mart in September 2005 claiming that they were not paid the legal
minimum wage, not permitted to take holidays off and were forced to work overtime. They said
their employer had withheld the first three months of all workers' pay, almost making them
indentured servants because the company refused to pay the money ifthey quit" (New York
Times, September 14,2005). In another example, workers making toys for Wal-Mart in China's
Guangdong Province reported that they would have to meet a quota of painting 8,900 toy pieces
in an eight hour shift in order to earn the stated wage of $3.45 a day. If they failed to meet that
quota, the factory would only pay them $1.23 for a day's work (China Labor Watch, December
21, 2005).
According to the Wall Street Journal, Wal-Mart's spending on health care for its
employees falls well below industry and national employer averages. In 2002, Wal-Mart spent
an average of $3,500 per employee. By comparison, the average spending per employee in the
wholesale/retailing sector was $4,800. For U.S. employers in general, the average was $5,600
per employee, Therefore, Wal-Mart's average spending on health benefits for each covered
employee was 27% less than the industry average and 37% less than the national average.
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A 2005 study conducted by David Neumark of the National Bureau of Economic
Research showed that Wal-Mart actually reduces earnings per person by 5 percent. The study
used Wal-Mart's own store data and government data for all counties where Wal-Mart has
operated for 30 years.
There have been observations that Wal-Mart hinders economic efficiency by driving its
competitors out of business. In a 2001 report, researchers found that "in Maine, existing
businesses lost over 10 percent of their market in 80 percent of the towns where Wal-Mart
opened stores." Similarly, "food stores in Mississippi lost 17 percent of their sales by the fifth
year after a Wal-Mart Super-center had come into their county, and retail stores lost 9 percent of
their, sales."
Wal-Mart's "green" conscience comes under scrutiny after cases in which the company
paid millions in fines after damaging the environment. For instance. "in 2005. Wal-Mart reached
a $1.15 million settlement with the State of Connecticut for allowing improperly stored
pesticides and other pollutants to pollute streams" (Hartford Courant, 8/16/05). This was the
largest such settlement in state history. In another instance, Wal-Mart agreed to pay the largest
settlement for storm water violations in EPA history in May 2004. The United States sued WalMart for violating the Clean Water Act in 9 states, calling for penalties of over $3.1 million and
changes to Wal-Mart's building practices. Accord,ing to the Associated Press, in 2004, Wal-Mart
was also fined $765,000 for violating Florida's petroleum storage tank laws at its automobile
service centers. Wal-Mart failed to register its fuel tanks, failed to install devices that prevent
overflow, did not perform monthly monitoring, lacked current technologies, and blocked state
inspectors. In Georgia, Wal-Mart was fined about $150,000 in 2004 for water contamination
(Atlanta Journal-Constitution, 2/10/05).
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Does Wal-Mart seem like a socially responsible company? The question is not difficult
to answer considering that the scale is overwhelmingly tipped towards the side of social
"irresponsibility". However, despite all ofthe aforementioned grievances against Wal-Mart,
consumers still shop at Wal-Mart to benefit from the firm's low prices. The people who criticize
Wal-Mart's business practices, are the same people who have made it into the retail giant of the
world today. Wal-Mart is what it is, because consumers have chosen to accept this double
standard. This clearly shows that the general public is indifferent to a company's ethical report
card, as long as the company continues to satisfy their needs. Therefore, consumers need to
choose what they prefer - a socially responsible firm which invests resources into intangible
benefits to society, or a firm that invests its resources into offering consumers low prices.
BP Amoco - Perhaps Only the Logo is Green?
On March 23rd 2003, an explosion and fire killed 15 contractors and injured 180 workers

in a giant BP oil refinery in Texas. The third largest oil refinery in the United States was
surprisingly one of the most shortchanged in terms of safety precautions. The cause of the
explosion was blamed on company deficiencies. According to Ralph Blumenthal of the New
York Times, "ending its investigation of the disaster, which sent 43,000 people fleeing to indoor
shelters and resulted in more than $1.5 billion in financial losses, the Chemical Safety and
Hazard Investigation Board found that safety measures at the plant repeatedly fell victim to cost
cutting. "

According to the findings of the Chemical Safety and Hazard Investigation Board, there
were some internal concerns about the company's cost cutting strategies, "including a 2003
health and safety audit ofthe Texas City plant by BP managers from other facilities citing a
"checkbook mentality" that shortchanged

efforts to address risks" (Blumenthal, New York
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Times). The board also found that four operators on the equipment that exploded in Texas City
were fatigued from working at least 29 straight days of 12-hour shifts.
This was not strike one for BP. In 2004, two workers had been fatally burned on the job,
months before the plant blew up in 2004. According to the New York Times, the investigation
report also found that "before and after BP's 1999 merger with Amoco, cost cutting left the
refinery particularly "vulnerable to a catastrophe." BP instituted further budget cuts of25 percent
in 1999 and another 25 percent in 2005 "even though much ofthe refinery's infrastructure was
process equipment in disrepair."
The company was fined $21 million by OSHA and had to settle millions of dollars of
claims from the victims and their families. The company incurred another billion dollars in
improvements and repair costs over five years.
What is interesting to observe is that a company which invests millions in social welfare
programs worldwide, has such little to spend on safety of operations which benefit the
company's employees. A harbinger of corporate social responsibility and a newly reborn
environmentally conscious company, does not convince critics, such as GreenLife. a Bostonbased group who place BP among the top ten "greenwash companies," These companies undergo
drastic environmentally friendly image makeovers, but do little to change their routine operations
in order to truly reflect the "green" vision.
In March 2006, BP found itself in hot water again, this time on the cold slopes of the
Alaska's North Slope which houses an 800 mile pipeline which transports oil from the fields of
Prudhoe Bay to the Gulf of Alaska. According to the Independent, a London-based newspaper.
"in March 2006, a ruptured pipeline resulted in a 200,000-gallon spill, the largest ever on the
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North Slope. This month, the company suffered a second, smaller spill and has shut down half of
its production after tests found that in places the pipe has lost 70 per cent of its mass."
The story does not stop here. Before the oil giant had time to lick its wounds from the oil
refinery explosion and the Alaskan oil spill, the U.S government began investigating the
company for possible manipulation of the U.S crude oil and gas markets. According to Michael
Harrison of the Independent, the US Commodity Futures Trading Commission began
investigating BP with "concerns of possible manipulation of crude oil prices in the over-thecounter market in 2003 and 2004." BP is no stranger to these events. In 2003, the company was
fined $2.5 million by the New York Mercantile Exchange for violations of crude oil trading rules
in 2001 and 2002. In addition the Federal Energy Regulatory Commission brought $3 million in
charges against the company for profiting form phony trades made during the California Energy
Crisis two years prior.
No wonder, sarcastic remarks in the marketplace have re-branded BP once again: this
time for the "Beyond Petroleum" logo to read "Big Problems."
McDonalds: Accrued misconduct
McDonalds is another example of a "socially responsible" company that has long been
plagued by lawsuits over scandals ranging anywhere from employee relations to food quality in
restaurants.
In response to growing misconduct by big companies, organizations such as Coop
America have recently sprung up which expose many scandals about big companies which
ordinary consumers would otherwise never know about. Their website lists a number of
scandals' which expose the truth behind the fayade of corporate social responsibility.
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For example, according to the All-China Federation of Trade Unions, "McDonald's
violated China's labor laws because they were underpaying part-time workers. Minimum wage is
97 US cents per hour for part-time workers, but McDonald's pays only 52 US cents per hour." In
addition, according to a 2005 report by China Labor Watch titled "The Toy Industry in China:
Undermining Workers' Rights and Rule of Law," highlights the numerous labor violations
committed by the Kai Long manufacturing plant in Hong Kong. McDonalds is named as one of
the companies that import their toys from this facility. Among the allegations are long
workdays, insufficient wages, no overtime compensation, unsanitary and unsafe working
conditions and lack of insurance or independent trade union representation. In a 200 I report done
by Human Rights Watch which analyzed the 23 complaints filed since 1994 when NAFTA was
enacted, McDonald's was named as a violator of workers' rights in the U.S., Canada, and Mexico
According to an article published in the Los Angeles Times, McDonalds was currently
sued by the US Attorney General's Office. "The suit, filed in 2005, argued that warnings were
needed for cooked potato products because they contain higher levels of acrylamide than other
foods. Acrylamide is a byproduct created through the reaction of chemicals in food due to high
heat" (Reiterman, Los Angeles Times). According to the Attorney General's Office, "a serving
of French fries or potato chips has about 82 times more of the substance (acrylamide) than is
allowed under U.S. Environmental Protection Agency standards for drinking water" (Reiterman,
Los Angeles Times).
McDonald's situation seems unhappier on its environmental responsibility report card.
According to reports issued by Greenpeace, McDonalds is directly linked to the destruction of
the Amazon rainforests. The rapidly growing demand of soy farming in order to feed the
growing demand for chicken products by fast food companies is driving the Amazon rainforests

28

closer to extinction. According to Greenpeace, three US commodities giants, Archer Daniels
Midland, Bunge and Cargill control most of Europe's soy market. These companies are fuelling
the Amazon rainforest destruction to grow feed for animals in Europe. McDonald's purchases
its chicken from Sun Valley Foods which is a division of Cargill, the leading corporation in
Amazon soy production. This chicken is then converted into many of the well known
McDonalds chicken products such as chicken McNuggets and sold in McDonalds' European
restaurants.
The sarcasm continues as the title of the Greenpeace article was appropriately labeled:
"I'm trashin it!"
Conclusion
Throughout the course of my research, I discovered two key contradictions with the
theory of corporate social responsibility. First, consumers expect businesses to be conscious of
social responsibility, while at the same time they expect the firm to continue to maintain its cost
structure and offer low prices for their goods. Investors expect a company to make wise ethical
decisions while simultaneously demanding above average returns. The cases ofWal-Mart, BP
Amoco and McDonalds are illustrative of this very fact. Consumers need the products of these
companies for daily living and also demand them at reasonable prices. However, when these
firms fail to uphold the standards of CSR, consumers and investors are the first group of
stakeholders to criticize. Second, businesses are expected to act in a way which is inherently
against their nature. Corporations are a collection of distinct entities and are therefore not
considered moral agents. They are created solely to advance the economic interests of
shareholders.

Therefore, to give businesses the responsibility

of social welfare negates the ideals

of a free market economy, which emphasizes profits and economic efficiency. Rectifying social
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problems is the responsibility ofthe state and not of corporations. Corporate social
responsibility, therefore, hinders economic efficiency because business resources are diverted
from core operations.
Therefore businesses should cease to uphold the banner of corporate social responsibility

_ which is little more than a double standard wrapped

in an apologetic gesture of goodwill

towards society. When this double standard is revealed, the false pretenses of CSR create worse
publicity for a firm. Ethical misconduct neutralizes all sentiments of goodwill generated by the
dollars pumped into concern for human welfare. Businesses should stop spending shareholder's
wealth on social problems they cannot fix anyway. Instead, they should invest resources into
improving current business operations to minimize the damage caused to society and maximize
shareholder wealth. Now that, seems like the responsible thing to do.
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